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The 2003 edition of the AICPA Supply of
Accounting Graduates and the Demand for
Public Accounting Recruits can be a valuable
resource for accounting firms planning their
recruiting efforts. It is based on surveys conducted in 2003 of U.S. colleges and universities and of public accounting firms and sole
practitioners. It reports on degrees awarded in
the 2001–2002 academic year and on recent
college graduates hired in 2002.
Here are some of the results:

Supply Data from Colleges and Universities
A3
The Value Measurement
Reporting Collaborative

A3
Waiving Penalties with
Penmanship

• In the 2001–2002 academic year, the number of students awarded bachelor’s degrees
fell 8% to 35,000, while the number getting
master’s degrees rose 11% to almost 10,000.
• More women than men received bachelor’s
degrees (57% vs. 43%) and master’s
degrees (54% vs. 46%), but more men
earned PhDs (64% vs. 36%).
• Minorities accounted for 23% of bachelors
in accounting, 22% of master’s and 35% of
PhDs.
• About one-third of the bachelor’s degree
recipients went to work in public accounting firms, while roughly one-fifth took jobs
in business and industry. Fifty-six percent
of those gaining master’s degrees went into
public accounting. Those proportions were
little changed from the previous year.
• Enrollment in accounting bachelor’s programs fell by 1%, but they jumped 21% in
master’s in accounting programs and went
up 1.6% in MBA in accounting programs.
• The number of candidates sitting for the
CPA Exam rose almost 3% to a total of
108,955 in 2002.

Demand Data from Public Accounting Firms
• In 2002, the number of new accounting
recruits with bachelor’s degrees hired by
firms dropped by 5% from the previous
year, while the number of those with master’s degrees rose 9% compared with 2001.

• Last year, almost three-quarters of the graduates accepted accounting/auditing positions, more than one-fifth took assignments
in taxation and 2% took jobs as management
consultants in public accounting firms.
• In 2002, the percentage of new hires who
took jobs in accounting/auditing continued
to increase, while the share of new management consultants continued to decline.
The percentage of graduates who took
positions in taxation fell slightly.
• In continuation of a trend that began in the
early 1990s, the majority—or 61%—of
new graduates hired by public accounting
firms were women.
• Minorities accounted for 17% of new hires,
consistent with the previous year.
• The annual turnover rate among all firms
surveyed was 10%, down from 12% in
2001. Turnover rates and firm size were
positively correlated.
• In 2002, the turnover rate was higher for
women than for men, especially at
medium-size and smaller firms.
• The largest firms were found to be the most
ethnically and racially diverse.

Demand Projections from Public
Accounting Firms
• In addition to asking firms for actual year
2002 hiring facts and figures, the Institute
also asked firms to predict future hiring
trends. For 2003, larger firms expected hiring rates for new accounting graduates to
fall, while firms that employ 10 to 49 people foresaw an 8.4% increase.
• Firms expected to hire fewer non-accounting graduates than accounting graduates
over the near-term.
• They had more optimistic expectations
about the hiring of both non-accounting and
accounting graduates over the long-term.
To access the report, go to:
www.aicpa.org/members/div/career/edu/
sagdpar.htm
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Performance Metrics and
Measures: What’s New?

Value Driver

Performance Indicators

Market growth/Market share

Sales per square foot over time compared to the industry

By Bradley J. Allen, CPA

Market growth
Earnings
Same store sales
Gross margins
Free cash-flow
Market share
Performance by business
segment
• Store portfolio changes (e.g.,
new stores)
• Weighted average cost of
capital

• Customer satisfaction
• Expected return on new
stores refurbishment
• Quality of management
• Capital expenditure
• Sales per square foot
• Inventory turns
• New store formats tested
and performance data
• Brand value
• Product availability

While measuring some of these value drivers, such as gross
margin, appears to be straightforward, it will be challenging to
establish quantitative measures for others, such as brand value. In
another survey, we asked how to address the measurement of these
value-drivers. For the retail trade industry, the chart at the top of the
next column shows a sampling of how they thought some of these
value drivers might be measured.
These suggestions are intended to be examples. Consensus
around the value drivers and methods of measuring them needs to
be developed. Once these standards are developed, companies will
be able to compare themselves across their industry segments, identify performance gaps and develop plans and solutions for closing
those gaps. While some of these performance indicators, such as
brand value, will require some time and effort to develop standards,
others—such as revenue per square foot, revenue per store, increase

Increase in same store sales compared to the industry
Free cash flow

Cash from operations
Days sales outstanding
Inventory turnover
Days payable

Inventory turns

Inventory turnover

Product availability

Time from order to fulfillment

Obsolescence
Orders compared to shipments
Accuracy and quality of shipments

in same store sales and working capital—are fairly common and
can be benchmarked today (see the exhibits below and next page).
What can businesses do now? Together with their advisers,
they can begin to look inside their companies to understand which
factors are instrumental in creating value, how they are related and
how they can be measured. A good place to begin is by understanding how key performance indicators are being measured by other
companies, analysts and investors.
What can CPA firms do now? Talk to your clients. Identify the
items that create value for their businesses. Once you have identified these value drivers, determine how your clients measure them.
Take these performance measures and compare them to other companies in the same or similar industries. How do your clients compare? If they compare favorably, reporting such information could
provide them with better access to or less costly capital.
What happens if they compare unfavorably? This is your
opportunity to help your clients improve. You can help them understand the underlying business processes that result in such unfavorable measurements. Determine which processes should be modi-

Exhibit 1: Revenue per Square Foot
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The trend toward greater corporate commitment to provide
investors with accurate and relevant information for their decisions
is not just a public company issue. Private companies also have a
stake in considering proposed corporate reporting concepts.
Fundamentally, this is about capital—access to capital, whether
debt or equity; cost of capital; and maximizing exit value. The challenge is to create and consistently apply industry-specific standards
for measuring and reporting information about the items that drive
value for the business. Consensus needs to be built throughout all
industry groups not only about items that drive value, but also about
a consistent and objective methodology of measuring those drivers.
How many financial and non-financial indicators really are key
to influencing company value in a given industry?
PricewaterhouseCoopers surveyed company executives (593), sell
side analysts (514) and institutional investors (631) in 14 key industries to identify the so-called “value drivers” and/or key performance indicators considered to be most important. For example, the
retail trade survey identified the following as some of the value drivers for that industry:
•
•
•
•
•
•
•
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Published for AICPA members in large firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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Exhibit 2: Revenue per Store

Exhibit 3: Increase in Same Store Sales
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fied, added or removed by comparing your clients’ processes to best
practices employed by other companies. At its most practical level,
what’s new in metrics and measures can help your clients implement the best practices to increase the value of their business.
bradley.j.allen@us.pwc.com

ammbit@us.pwc.com

The Value Measurement
Reporting Collaborative
CPAs who consult with clients on value
measurement issues should be aware of the
developments emerging from the Value
Measurement Reporting Collaborative. The
VMRC is a coalition of thought leaders
assembled to develop global principles for
value measurement and reporting. The
members of VMRC share a vision that, in a
worldwide economy, global collaboration is
needed to respond to increasing calls from
the marketplace and regulators for better
reporting, which gives a more comprehensive, real-time, forward-looking picture that
is transparent, consistent and reliable.
The VMRC’s goals are to:

Bradley J. Allen is a PricewaterhouseCoopers partner and chief
architect of AMMBIT ® (Advanced Middle Market Business
Intelligence Tool), an online benchmarking tool designed for small
and midsize private companies with sales up to $500 million.

• Develop a framework of market-driven
principles and criteria that characterize
value measurement and reporting on a
global basis.
• Communicate the need for value measurement and reporting on a consistent
basis to the business and financial community.
• Create an environment that encourages
innovation in disclosures.

What Is VMR?
Value measurement reporting is a groundbreaking initiative that includes a view not
only of an organization’s value realized in
the past but also of potential for the creation
of value in the future. This includes measurement of intangibles such as people,

Waiving Penalties with
Penmanship
By Chris Kenefick, CPA
The IRS Penalty Handbook, a section of the Internal Revenue
Manual, tells us that there were approximately 14 penalty provisions in the Internal Revenue Code in 1955. Today, there are more
than 10 times that number. The number is even more daunting
when one considers the tax penalties that state and local taxing
jurisdictions are authorized to impose.
This article will address how to write an effective penalty
waiver request. Although the ideas presented are geared more
toward an initial penalty waiver request, they can also be used
when drafting formal protests if the case moves into appeals.

intellectual capital, systems, processes,
brand(s), environment and governance
structures not included in the traditional
accounting framework. The traditional
accounting model, fundamentally designed
to measure and report on the realization of
value, is based on measuring transactions
with or through third parties. As such, it
does not measure and report on performance
in the value-creating activities that precede
the sale of goods or services. VMR is a parallel system that supplements the traditional
accounting framework.
To learn more, visit VMRC’s Web site
at:
www.valuemeasurement.net

Reasonable Cause
Waiving penalties involves establishing a reasonable cause for the
underlying failure that led to the penalty. Although higher standards
certainly exist, any standard higher than what’s reasonable is irrelevant in the eyes of the taxing authorities.
In the body of your letter, list your reasonable cause defenses,
or why you feel the penalty should not have been imposed. As any
good attorney will tell you, it is not wise to stick to one line of
defense. The more legitimate defenses you offer, the greater the
chance they will establish reasonable cause when taken together.

Keywords and Key Ideas
Before drafting the waiver request, it is prudent to contact your
client and conduct a 15- or 30-minute brainstorming session. Dig
deep to find the reasons underlying the failure that led to the
continued on page A4
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continued from page A3—Waiving Penalties
penalty. The results of the brainstorming session will become an
integral part (if not the basis) of your request. Once you’ve taken
some notes from your brainstorming session, it’s time to write.
The following keywords and key ideas will make your arguments more persuasive. They are not all appropriate for every situation, but they may help you to frame a reasonable-cause argument.
Of course, keep in mind that they can only be used if they are true.
Don’t lie. Honesty, in fact, is at the base of the first recommendation. If the failure that led to the penalty truly occurred, then
don’t deny it. Rather, apologize for it and let the taxing authority
know how much you appreciate their consideration in the matter.
Ordinary business care and prudence. Indicate that the failure
arose despite the fact that the taxpayer exercised “ordinary business
care and prudence.” Here, the word “business” can be used loosely
to apply to a personal tax matter.
Inadvertent oversight. State that the failure was nothing more
than an “inadvertent and honest oversight.” This is a good argument
to use when pleading ignorance.
Good faith effort. Say that the taxpayer made a “good faith”
effort to comply with the law.
Willful neglect. Indicate that the taxpayer was not “willfully
neglecting or disregarding the tax laws” or say, “In no way was the
taxpayer attempting to subvert the tax laws.”
Responsibilities. Tell the IRS that the taxpayer takes his or her
tax filing and tax payment obligations seriously.
Remedies. State that the taxpayer made all efforts to “remedy”
or “rectify” the failure the minute it was discovered. If appropriate,
add that the taxpayer immediately contacted a tax professional to
assist in the matter.
Internal controls. Say that the taxpayer has implemented various internal controls to ensure that failures do not recur.
Erroneous advice. If the failure was due to erroneous advice
from another party, then say so. There is no prohibition against
arguing that the penalty resulted from faulty advice, even if the
advice was provided by someone other than taxing authority personnel or a CPA.
Substantial compliance argument. If the taxpayer has “substantially complied” in all but one or a few areas of the applicable law,
then argue that substantial compliance should be viewed as “full
compliance.” You might go on to say that to hold otherwise would
be “unjust” or “not justified” or “inequitable.” Finally, make the
point that the penalty is a rather “harsh result” for someone who has
substantially complied with the law.
Substance over form. Substance over form arguments go handin-hand with substantial compliance arguments. If the taxpayer got
to the right result but did it in the wrong way, then argue that “substance” should take precedence over “form.” In simpler terms,
argue that the taxpayer complied with the spirit of the law, although
he or she did not precisely comply with the letter of the law.
Tax compliance history. If the taxpayer has a solid tax compliance history and is in good standing with the taxing authority, then
say so. For example, “The record will indicate that Mr. Jones has an
excellent tax filing and payment history at both the federal and state
levels.” List the types of taxes that are part of the excellent history
(e.g., income, sales and use, payroll, excise, etc.).
Miscommunications and misunderstandings. If these occurred,
then list and explain them. For example, the taxpayer reasonably

believed the CPA was going to file the return and the CPA reasonably believed the taxpayer was going to file it. Such arguments are
more persuasive if there has been a shift in responsibilities (e.g., the
CPA handled the filings in the past, but this time it was the taxpayer’s responsibility and confusion about this new arrangement
led to the failure).
Omissions. If something was omitted from the return in question, you might say, “When the return was signed by the taxpayer, he
firmly believed that it had been prepared correctly and accurately.”
Then go on to say something like, “The return would not have been
signed and filed had the taxpayer been aware of the omission.”
If something was omitted from a jointly filed return, explain
that each spouse thought the other spouse had full knowledge of the
omitted item and had included it on the tax return. This can be a
good argument if the couple files a joint return but is estranged or
living apart.
Use of tax professionals. Note the fact that the taxpayer routinely uses a tax professional, particularly in the case at hand.
Lack of control. Sometimes a failure may be due to events or
circumstances “beyond the taxpayer’s control.” Common examples
include destruction of tax records by natural disasters, a death in the
family, serious illnesses and unavoidable absences.
First-time errors. If the penalty was the result of the taxpayer’s
first error on a return, then say so. You may be able to tie this in
with an excellent tax compliance argument and/or an argument that
internal controls have been implemented to prevent such failures in
the future.
New taxes and returns. If this was the first time the taxpayer ever
had to deal with a particular return or type of tax, then note this fact.
Inexperienced personnel. If appropriate, explain that the failure
was due to new or inexperienced staff, perhaps because of high
turnover or employer downsizing.
Express surprise. If the assessment in question catches the taxpayer completely off guard, then say so. For example, “To say the
least, the taxpayer was startled when he received your tax notice.”
Respectfully request. “Respectfully request” an immediate abatement and waiver of the penalty more than once in your letter. At a
minimum, request the waiver in the opening and closing paragraphs.
Hardship. It never hurts to mention that the “imposition of a
penalty of this magnitude would cause the taxpayer to suffer an
immediate financial hardship.”
Be diplomatic. Your request should never be marked by hostility. Rather, an even-handed, diplomatic tone works best.

Understanding the Client
It is possible to successfully waive penalties for clients, but it takes
practice and skill. You don’t want to prepare an ill-conceived waiver
letter only to regret it later. You do want to empathize with your client
by putting yourself in his or her shoes and understanding the valid
reasons why the taxing authority should consider a penalty waiver.
704/544–6757

704/544-3476

ckenefick@carolina.rr.com
Chris Kenefick, CPA, is principal of Kenefick & Co., CPAs, PA,
Charlotte, N.C.

